I
t is being said on both sides of the Atlantic that the Western welfare states are becoming less and less competitive. They are, it is said, more concerned with economic security, with consumption and with distribution than with economic performance, efficiency, investment and adjustment to the international market? This idea is reflected in a variety of theoretical concepts which not only denounce the anti-productivity and antiefficiency bias of contemporary Western Europe and North America but a~so try to put it into perspective and explain it. Kindleberger's "aging economy" concept is one example, as is Mancur Olson's comprehensive theory of the sclerosis which almost inescapably affects rich, saturated societies. 2
To be otd, stow and inflexible becomes, of course, a sertous danger for a nation's prosperity when there are more efficient producers who are able to offer better goods at more attractive conditions on international markets. In the best case, the relatively inefficient country then has to content itself with a more slowly growing income, as it must compensate for the competitors' superior productivity with lower wages, lower profits, and/or a devaluated currency. In the worst case, national producers are pushed out of the market, part of the country's productive capacity is eventually eliminated, and the national population loses some of its income sources. 3
The competitors who are supposed to outperform the sclerotic Atlantic countries are, of course, Japan and the East Asian "NICs". Euro-pessimists would in addition expect the European welfare states to fall behind the less immobile USA. 4 * Research Institute of the Friedrich-Ebert-Stiftung. This article was written ~n the context of an ongoing research project on societies tn international competition and the future of the welfare state, carried out at the research tnst=tute of the Fr=edrtch-Ebert-St~ftung and sponsored by the Stlftung Volkswagenwerk.
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It seems easy to refute the notion of the welfare states' relative inefficiency by pointing at the hard statistical facts. Countries with highly developed welfare states like Sweden and West Germany have achieved high per capita incomes while being fulty integrated into the world market. Others with considerably less developed welfare states, for instance the USA, have fallen back in international comparison. Likewise, it cannot be confirmed that the economic performance of countries with a relatively high share of government in GDP (a corollary of a highly developed welfare state) has been inferior, s Nor is it difficult to find reasons for a positive correlation between economic performance and the kind of generalized economic security or income guarantee which is subsumed under the term welfare state: welfare state mechanisms provide for a secure supply of high quality labour to the enterprise sector as a whole. They thus assume important infrastructural functions. 6 And they create legitimacy, thus facilitating social consensus and reducing the likelihood of disruptive conflict as well as the need for expensive controls. Therefore, while often appearing to be a
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nuisance from a micro-economic perspective (costs, restrictions on entrepreneurial freedom), the welfare state may still ensure superior macro-efficiency.
Valid as these observations and arguments are, they do not necessarily settle the issue of the welfare state and competitiveness. Things are slowly changing on the welfare state side as well as on the side of international competition. It is possible that the evolution of the welfare state has altered unfavourably the balance of macro-efficiency effects and micro-costs. It is also possible that new production techniques are redefining the requirements of macro-and micro-efficiency, e.g. in the direction of more flexibility and less continuity. Finally, it is possible that new competitors have come up with a more favourable balance of macro-efficiency and micro-costs than the traditional Western welfare state can provide.
To advance beyond the state of vague suspicions and generalized beliefs, it may be useful to map out the complex relationship between the competitive challenge as it presents itself in the 1980's and the response to it on the part of the Western industrialized nations. The warranted and unwarranted pressures on the welfare state can then be localized.
By the welfare state we mean more than just social security schemes, transfer payments by the state to the needy, and free government services like education. We mean the basic normative principle that each citizen ought to enjoy a certain minimum standard of living, independently of how he fares in the market, and the totality of social arrangements which serve this purpose. They include income guarantees linked to employment status such as protection against dismissal and sick payment, they include governmental policies to protect the income sources of citizens (from full employment policies to import protection) and they include guarantees as to certain qualities of life (from holidays to clean air). It is important to note that the concrete manifestations of Western "welfare statism", as we may call the multitude of institutionalized practices and policies, flow in part (albeit not exclusively) from a value pattern which clearly subordinates economic life and its central principle, the market, to other social priorities: to equality and to the enjoyment of life. Within this value pattern production for, and distribution through, the market are simply a means to an end and readily restricted and supplemented if the higher values seem to be at stake.
Our question is a double one:
[] How do the institutional and ideological patterns of welfare statism fit with the requirements of a nation's competitiveness? Or to put it more simply: can the welfare states compete?
[] How does international competition affect welfare statism? At the extreme: will the welfare states survive?
Means and Ends of Competitiveness
International competition does not just set firms from different countries against each other in their struggle for market shares. Implicitly, it also subjects to comparison the various societies' capacities for generating and supporting successful enterprises. 7 The ability of national producers to earn comparatively high incomes on the international market depends on their productivity and their ability to offer goods and services which achieve premium prices because of their superior quality. Productivity and qualitative excellence, in turn, depend on systematic efforts which are in a sense the outflow of specific organizational structures. Some ways of organizing society are more conducive to high economic performance than others. And the concept of welfare statism is concerned with these organizational structures.
On the other hand, for us the competitiveness of a nation refers to its ability to achieve high factor incomes when exposed to international market forces. Whereas an enterprise can derive its competitive strength from its access to cheap labour, for a nation this does not make much sense beyond short-term technical considerations. On the contrary, a nation is competitive if, and to the extent that, it can afford a high rea~ income for its labour force. 8 If we extend this notion, we can also say that a country is competitive if it can afford an expensive welfare state, because welfare statism can be considered an element of social consumption. Like high wages, it must be earned on the market, with the help of superior productivity and product quality. In this regard, the option for welfare statism can be considered But there is also a distributive dimension to it. Even though the world market sets limits to the costs which can be burdened upon enterprises, society can still opt for different ways of letting the limits be felt. Restraint can be put primarily on money wages and/or on the value of the national currency. The first option would restrict individual consumption of commercialized goods and services in general, the second option that of tradables. These restrictions can be seen as the price for having a welfare state. If society refuses to pay this price because, for example, of interest group resistance, it could live for a while beyond its means, expanding its internationally unexposed sector and running a trade deficit. But ultimately it cannot avoid the decision as to which type of consumption should be restricted. Political forces might then lead to cuts in welfare statism rather than in individual consumption (which probably would have to be reduced anyway in such a situation). 9 Thus, tougher international price competition which enhances the pressure on a country's production costs could affect the welfare state because it strains the distributive structures which used to support it. 1~ Still, the causal sequence in this case is that diminished competitiveness (in the sense of productivity and quality advantages) reduces the national income which is available-ceteris paribus-for welfare statism.
It may be that advancing low-cost, yet highperformance competitors make it increasingly difficult for the old industrial nations to maintain high welfare standards as ends. ~ In the following we are concerned, however, with the ways in which welfare statism might affect a country's capacity to achieve the highest international standards in productivity and product quality. For such standards to be achieved, the economic structures of a country must guarantee two things:
[3 Comparatively, a great deal of effort must be devoted to the formation of productive capital in general and to innovative capacity in particular. The resources needed for this purpose have to be withheld from other uses, However, the tremendous exchange rate fluctuations which Western industnes had to cope with in the past decade dwarf all potential cost effects of changes in non-wage labour costs and the hke. It would seem, therefore, that adjustments on the currency front are the more "natural" solution to cost pressure problems.
~o In this respect, Rosanvallon points to the need for a new social contract which exphcvtly takes account of what is required to implement under the changed economic conditions that degree of solidarity that society considers essential; cf. P. R o s a n v a I I o n " La crlse de I'Etat-provvdence, Paris 1981.
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such as private or public consumption or the formation of non-productive capital.
[] Optimal use must be made of capital, labour and other productive resources. This second imperative concerns allocative and x-efficiency. It implies that people are ready to adjust their economic activities comparatively quickly to the changing efficiency requirements of the market. It also implies that each productive activity is organized efficiently and that the performance of workers and managers is permanently high.
Formation of Capital
Even though different investment ratios can only explain part of international differences in productivity growth, 12 it is essential for a country's long-term competitiveness not to invest permanently less in the formation of productive capacity than its competitorsat least those who are broadly at the same, or an even higher, level of productivity and technological capacity.
The formation of productive capital is put in jeopardy if entrepreneurs do not get sufficient resources and if they do not have sufficient incentives. Profits are considered a key variable in both respects. And the costs of welfare statism are liable to erode profits. Whether they appear as non-wage labour costs, as expenditure to meet environmental and safety standards, as salaries for excess personnel which cannot be dismissed, or as taxes to finance government programmes, they make production more expensive than it would otherwise be. Like all costs they tend to squeeze profits if competitors exert pressure on prices. This repeats the above argument on the allocation of costs, adding the notion that adequate provision has to be made for profits. In other words, welfare state costs do not need to affect profits if other cost elements, including the exchange rate, are properly adjusted. Direct taxes on profits constitute a special case because they come with a built-in multiplier which increases the need for any compensatory cost-saving effort. 13
If it is theoretically possible to compensate enterprises for the profit-squeezing effect of welfare state costs it is also possible to leave enterprises untouched by these costs to start with. The state would then take care, for instance, of maintaining the incomes of unneeded employees. Most important, the state would finance its expenses predominantly through taxes on households and consumption.
But profits are neither the only source of investment finance nor does guaranteed profitability ensure a high ratio of capital formation. Another important aspect is the flow of household savings to investing enterprises. Welfare statism could affect this flow negatively because it does away with the motive of providing on an individual basis for future needs like children's education or old-age income. This is said, for example, to be at the roots of the high savings ratio in Japan. On the other hand, a detailed analysis was unable to discover clear effects of social security on savings. TM More important are probably government deficits (presumably due in large part to expensive welfare statism) which absorb private savings, lifting the costs of capital and, thus, crowding out productive investment. ~s In turn, if welfare statism is largely financed by taxes, resources are withdrawn from private consumption rather than from investment.
As far as the availability of resources for investment is concerned, the allocation of the costs of welfare statism is in several respects crucial. It is not expensive welfare statism as such which eats up the funds which could otherwise be used for capital formation. It is the way welfare statism is financed, especially the absence of explicit and transparent cost allocation~ which can bring about this result. But another question is whether enterprises still want to invest in capital formation if welfare statism allows only for low returns on the invested capital. That they should be more hesitant seems immediately plausible. But there are other considerations which raise doubts on the issue. The perspective of cost advantages and hence higher profit margins should also stimulate productivity-enhancing investments under conditions of generally tight margins, maybe even more so than with tots of easy profit opportunities around. The same applies to product innovation, which widens profit margins on the sellingprice side. On the other hand, for existing enterprises investment is not just an optional response to a favourable business climate but a matter of survival in the face of international competition. It is imposed by the market dynamics of the specific industry and 14 Cf. H. A a r o n, op. cit ~ On the importance of the cost of capital for a country's competitivenesscf, e.g.G. Hatsopoulos, S. Brooks: The gap in the cost of capqtal causes, effects and remedies, Cambndge/ Mass. 1986. corresponds to the firm's strategy in its struggle for an advantageous market position (for instance, regarding the achievement of scales or the maintenance of a technological lead). 16
Allocation of Financial Resources
If we look at the significant differences in investment ratios between major industrialized countries, the independent variable "welfare statism" cannot explain very much of them. Much more important seems the way decisions on the allocation of financial resources are made. In the USA, which has had comparatively low investment ratios during the whole post-war period, the decentralized preferences of the public on the capital markets practically determine under which conditions potential savings, including corporate profits, go into productive investment, into financial speculation or back into household consumption. In other countries, the long-term growth preferences of certain elites who control a significant part of the finance flow (executives of big banks in Germany, the "political-industrial complex" in Japan) have much more weight, because enterprises are more dependent on them and less responsible to a broad public of shareholders. Whatever the concrete institutional arrangements are, they have in common that they insulate to some degree the area of investment decisions from the preferences of those who aliment the system with their savings. 17 Thus, they not only provide cheaper finance, they lend themselves also to long-term, strategic approaches to investment activity. This institutional explanation is supported by the very modest investment-strengthening effect of both Reagan's and Thatcher's economic reforms with their deregulative drive, their tax cuts and their heavily probusiness attitude. 18
If corporatist patterns of economic organization lend themselves to the pursuit of high rates of capital formation they might also have the least problems in extending welfare statism without impairing investment. Sweden, West Germany and Austria come to the mind. But it may be that increasing "footlooseness" of industrial production tends to force states more and more into a bargaining relationship with enterprises. This means that the balance between the costs a country imposes on enterprises and the facilities it offers to them has to compare favourably with that of other countries. This would imply that countries become principally vulnerable to "social blackmail" by investors if other countries set less costly standards of welfare statism while providing equally favourable conditions with regard to infrastructure, labour qualification, industrial peace, access to markets, etc. The largescale migration of American business from the traditional industrial centre region with its pronounced welfare statist and regulative tendencies to the southwest with its ample liberties for capital indicates very clearly that with capital mobility investment becomes something like a reward for a well-behaved community rather than the outflow of its collective effort. 19
The question is how far intra-US migration can serve as an analogy for capital mobility between countries. For one thing, the threshold for the decision of a firm to move abroad seems considerably higher than that for moving within a country. But decisive is, in addition, whether, say, Swedish or German firms do have reasons to assume that producing in the USA, in Great Britain or in italy would be more advantageous for them than producing at home. If we neglect the motive of securing market access this boils down to a cost comparison with the exchange rate, productivities, and factor costs (including the ones of welfare statism) as crucial parameters. That is to say, welfare state costs affect a country's competitiveness on the world market for industrial locations in very much the same way as on the commodity markets: at given exchange rates, the country has to "earn" the welfare state burdens it imposes on capital with its productivity potential and with moderation in wages and other costs. One cannot say that welfare statism creates a productivity disadvantage by systematically diminishing a country's attractiveness as a place to start and expand production. As with competitiveness on commodity markets it is, rather, a superior productivity potential which would allow the imposition of costly welfare statism 
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and high wages (at prevailing exchange rates) on internationally mobile enterprises. Of course, persistent failure to adjust welfare state costs to the conditions of comparative productivities is liable to deprive a country of the investments which are needed to maintain or improve its comparative productivity potential. There is scope for vicious as well as virtuous circles.
Rigidities
Changes in demand, competition and technology make the productivity of capital and labour dependent on the economy's ability to adjust their deployment to the requirements of the market. Welfare statism, however, has tended to create entitlements, not only to a certain income but often also to specific economic positions from which the income is derived. Such entitlements tend to resist the adjustments which are called for on behalf of maximum productivity. They are a source of costly rigidities.
But the cost of these rigidities can be of very different kinds. They can accrue to enterprises which are burdened with unneeded personnel on their payroll. In this case our earlier considerations on the allocation of costs, on substitutes, and on compensations apply. Taxfinanced income maintenance and retraining programmes could for example replace job entitlements at the expense of specific firms. Enterprises may also be kept from organizing production more efficiently or from innovating due to the resistance of position holders or due to obstacles which are imposed on behalf of extrafirm objectives like environmental protection and consumer safety. Concern for jobs can lead to the conservation of relatively inefficient structures to the benefit of firms and their employees alike but at the expense of consumers in general, of producers who have to pay higher input prices, and/or of taxpayers who finance subsidies. All these non-adjustments to changing market conditions imply immediate welfare losses in terms of lower output per input unit than otherwise obtainable. But they also may have more serious long-term consequences. They may discourage adjustment efforts and innovation and thus cause a general decline in economic dynamism. For the rigidities do not only absorb tangible production factors but also two very scarce intangible resources: opportunity (very important in fast-changing environments) and entrepreneurial initiative in seizing opportunities.
In assessing the impact of welfare-state rigidities on competitiveness, we must recognize that to some degree freedom from the imperative of total flexibility constitutes a legitimate goal whose price in terms of INTERECONOMICS, May/June 1987 foregone allocative efficiency society can be prepared to pay. Again in this respect, not the costs as such are problematic but the refusal of society to pay. Beyond this rationally acceptable trade-off, however, rigidities imply waste. The social utility of mitigated adjustment pressure is inferior to its costs, or there are less costly alternatives for providing economic security.
More Efficient Alternatives
Welfare statism can bring about such waste because it can be associated with a one-sided awareness of its social utility and with a tack of concern as to the costs. This can be reflected in a pluralistic structure of interest groups which all have the power to block unpleasant adjustment demands while the responsibility for the costs does not have an institutional base. 2~ But the welfare-state principle of economic security does not necessarily demand the protection of given structures. An ideal-type example of a more efficient alternative is provided by Sweden, where the community finances the individual's mobility. Generous income maintenance during job/essness and active re-employment support are the pillars of the Swedish system. 21 Pertinent in this respect are also work-sharing schemes which distribute, in times of general mass unemployment, the forced leisure time among wage-earners. Combined with continuous re-training efforts these even tend to increase the stock of human capital .22 As to the scope of such schemes, it seems that society-wide solutions are more flexible than enterprise-based employment guarantees Japanese style. In times of prolonged economic adversity the new jobs to which enterprises can shift their workforce might not show up in sufficient quantity, which in turn can jeopardize the whole system ,23
Of course, general income maintenance and active redeployment support have to be paid for by the rest of society. Full exposure of individuals to the market is-if it can be enforced at reasonable costs -cheapest for those who stay on the sunshine-side. But it simply defines away people's preferences for security from the indifference curves towards which the market system is supposed to orientate its optimizing exercise.
The industrialized countries exhibit significant differences as to the rigidity of their welfare statism. And it appears that an early conquest of political power by the labour movement (as for example in Sweden) was conducive to centralized and generalized welfare state patterns which proved relatively adjustable in view of flexibility requirements. On the other hand, where security guarantees were largely the result of decentralized but confrontational bargaining between INTERECONOMICS, May/June 1987 labour unions and management outside of the political sphere, as was the case in the USA, they later turned more easily into rigid obstacles to adjustment and modernization. 24 But throughout the West one notices a trend towards more rigidity since the general slow-down of economic growth let the demand for labour dry up while at the same time more and more industries became exposed to international competition and flexibility began to demand sacrifices rather than the seizure of new, profitable opportunities. Popular demand for economic security was less and less satisfied by a well-functioning high-growth economy and therefore turned increasingly to welfare statism. From its initial function as a supplement to a steadycourse, full-employment market economy, welfare statism was increasingly -albeit in an uncontrolled and non-premeditated way -extended into a market substitute. However, sacrificing economic security is only one way towards re-flexibilization. The development of adequate welfare state institutions to satisfy the demand for security in a more rational manner would be another.
Human Performance
High labour commitment is the third core factor of a country's international competitiveness. It is a function of workers' identification with the productive tasks to be performed and with the success of the enterprise, on the one hand, and of disciplinary pressure on the other. It is in the latter respect that the welfare-state generated income security, which is completely delinked from performance criteria, appears highly negative because it removes the pressure on people to work hard and well. This is but an extension of the old argument as to the discipline-eroding effects of full employment, which 23 Already, ~n the wake of the tremendous currency shock to Japan's export industries, Japanese companies find it increasingly difficult to keep up this traditional practice. US companies which have tned to emulate it were confronted with similar problems. 24 Cf. L G o u g h, op_ cit, pp 79 ft. On the flexibility of different mdustnal relattons patterns see e.g.H. Katz, C. Sabel: Industrial Relattons and Industrial Adjustment in the Car Industry, in Indds;r al Relattoqs, Vol. 24, No. 3, Fall 1985 . An ~mportant aspect of the American rigidity problem refers to the so-called post-Fordist production methods to whtch old-style US labour relattons are badly adjusted. See M. P i o r e, C. S a b e I ' The Second Industnal Otvtde' Possibthttes for Prosperity, New York 1984 tends to enhance workers' conflict potential, move wages up and work efforts down. 2s It holds if there is no other strong motive for people to do a good job than the fear of dismissal, wage cuts and the like. But, if this is the case discipline and performance hinge crucially on the effectiveness of controls. Depending on the tasks to be performed, controlling the efforts of a completely unmotivated workforce can be very difficult, costly and a major source of rigidities itself. 26 Especially when it comes to qualitative excellence and intellectual inputs the superiority of labour commitment is generally acknowledged. In fact, it is regarded as a major cause of Japanese as well as German economic success, and among Anglo-Saxon enterprises the past decade has been witnessing a strong reform movement in the search for high-commitment, low-conflict labour relations. 27 In part, this movement has been imbedded in the business sector's wider effort to free itself of the old burdensome influence of organized labour. But it also deliberately introduced new elements of welfare statism, in particular more firm-guaranteed employment security and increased employee participation on various levels of firm decision-making -steps in the direction of "corporate citizenship" analogous to the economic citizenship which always has been a central (though not the only) motive of the welfare state movement.
Communality of Interests
It is highly significant that such new elements are not only being introduced as a concession to the bargaining power of organized labour but also as an offer to nonorganized workforces in the union-free settings of the American south-west. This indicates that from the point of view of micro-economic efficiency the best of all (realistic) worlds is not the unabashed rule of labour market discipline. Since the intra-firm principle of coordination is not the market but pre-designed ("planned") cooperation, incentive patterns are superior which provide for a broad communality of interests rather than stressing only the exchange of effort against pay. In the absence of such communality, welfare statism has helped to undermine the exchange-based discipline because it has tended to secure pay without corresponding effort. But the principles of welfare statism are also the ones which can establish the broad communality of interests and thus overcome the limits of the pure individualistic exchange logic.
High-commitment labour relations do not eliminate the exchange principle, creating entitlements independent of performance. Rather, they combine the two principles, supplementing the discipline of 118 conditional rewards with the motivational source of common purpose. It seems that the balance between the two is not always an easy one. Besides, there can be trade-offs with allocative efficiency, as the maintenance of communality may require a certain mitigation of adjustment pressures. If the balance cannot be achieved, the question as to the second best solution becomes relevant. And here, the discipline which arises out of a weak market position of labour might well render a better performance than purely voluntary cooperation under freedom from sanctions. This would be more likely if welfare statist entitlements appear to be a conquest of the labour movement within a basically antagonistic class conflict setting.
Thus, for welfare states to remain internationally competitive it is important that they overcome the political culture of class antagonism and establish strong elements of an economic community. Otherwise they are liable to lose out in productive efficiency to countries where discipline is imposed with the help of economic pressure on a politically weakened labour force. 28
The Politics of Welfare State Adjustment
Welfare statism is highly ambivalent with regard to the three central aspects of international competitiveness which we have considered. It can and does hamper the formation of capital but it does not need to at all if properly designed. It can and does interfere with allocative flexibility and with labour performace. But it can and does also help to promote competitive virtues. Whether the one or the other is the case depends in part on mere technicalities like tax structures. But in part it depends on the political and economic circumstances which determined the historical evolution of welfare statism in the individual countries. The economic disfunctionality of certain welfare state patterns became typically apparent when economic conditions underwent fundamental changes while old practices could not easily be adjusted.
The central welfare state principle of economic solidarity within a national society does not need to be restricted for the sake of international competitiveness. On the contrary, its generalization should even improve the conditions for allocative flexibility and human performance. Society has to compromise, however, on certain non-economic objectives which interfere with basic conditions of economic dynamism. Essential is further that the costs of welfare state solidarity are allocated in an explicit and transparent way and not thoughtlessly burdened onto enterprises.
Even though international competition does not restrict the institutionalization of economic solidarity it does impose on all countries the priority of productivity vis-&-vis enjoyment of life and to some degree the priority of business interests vis-&-vis the interests of all other segments of society. 29 And in fact, the pressure of international competition has begun to induce adjustments in this direction. However, the anti-welfarestate backlash which can be observed in various countries cannot simply be interpreted as a rational attempt to optimize the trade-off between welfare statism and productivity. Politics and ideology are heavily involved.
It was in the functional context of domestic market oriented Keynesian macro-economics that welfare statism provided a means to accomodate the redistributive aspirations of organized labour. And there is a tendency-in some countries more than in othersto defend and consolidate the redistributive "conquests" in this context. And not only redistributive labour demands, but interest group pressure of all sorts, has shaped the reality of Western welfare statism and is set to defend the plethora of entitlements it has created.
